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The  Honorable  Dan  Rostenkowski 
Chairman,  Joint  Committee  on  Taxation 

The  Honorable  Lloyd  Bentsen 

Vice  Chairman,  Joint  Committee  on  Taxation 

Congress  of  the  United  States 

This  report  provides  an  overview  of  state  tax  officials’  concerns  related  to  the  enactment  of 
a  broad-bas^  federal  consumption  tax,  as  determined  by  a  survey  of  state  tax  policymakers 
and  administrators.  The  report  was  prefMured,  not  at  your  request,  but  pursuant  to  gao’s 
basic  statutory  authority.  We  undertook  the  effort  to  assist  Congt^  in  Its  consideration  of 
options  for  reducing  the  federal  budget  deficit. 

We  are  sending  copies  of  this  report  to  the  Secretary  of  the  Treasury  and  the  Director  of  the 
Office  of  Management  and  Budget  as  well  as  to  iqipropriate  congressional  committees  and 
members  of  Congress. 

If  you  have  any  questions,  please  call  me  on  276-6407.  Mqjor  contributors  to  this  report  are 
listed  in  appendix  VI. 

Jennie  S.  Stathis 
Director,  Tax  Policy  and 
Administratitm  I^es 
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Ex^tive  Suiranary 


Purpose 


The  objective  of  this  report  is  to  provide  Congress  with  an  overview  of 
state  tax  officiais’  ctmcems  related  to  the  enactment  of  a  broad-based 
federal  consumption  tax — in  the  form  of  a  federal  retail  sales  tax  or  a 
value-added  tax.  It  presents  the  responses  of  state  tax  policymakers — 
Governors  and  their  staff  and  chairs  and  staff  of  nu^r  tax  policy  com¬ 
mittees  of  state  legislatures — to  a  gao  questionnaire  on  their  preferred 
revenue  options  for  dealing  with  the  deficit  and  their  concerns  regarding 
a  broad-based  federal  consumption  tax.  In  addition,  it  discusses  tax 
design  alternatives  that  may  address  these  concerns.  It  also  presents  the 
responses  of  state  tax  administrators  to  a  separate  gao  questionnaire  on 
the  effects  of  a  federal  consumption  tax  on  state  tax  program 
administration. 


Background 


GAO  has  previously  issued  several  reports  discussing  consumption  taxes. 
These  reports  discussed  the  various  types  of  consumption  taxes,  the 
principal  methods  for  calculating  a  value-added  tax,  and  key  tax  policy 
issues  U.S.  tax  policymakers  would  face  if  they  consider  a  value-added 
tax  based  on  insights  from  the  international  experience. 


A  value-added  tax  is  a  consumption  tax  collected  on  the  difference 
between  a  business’  purchases  and  its  sales,  otherwise  known  as  the 
business’  “value  ad(M.’’  For  example,  if  a  business  buys  $150  worth  of 
materials  and  equipment  and  produces  a  product  that  sells  for  $200.  its 
value  added  is  $60.  A  5-percent  tax  on  the  value  added  to  this  product 
would  yield  $2.50  in  tax  revenue.  The  United  States  has  very  limited 
experience  with  value-added  taxes,  but  they  are  widely  used  in  other 
countries. 


A  retail  sales  tax  is  collected  on  the  total  price  of  a  good  or  service  at  the 
time  it  is  sold  to  the  final  consumer.  Forty-Hve  states  have  a  retail  sales 
tax,  and  in  1987  state  revenue  from  general  sales  and  gross  receipts 
taxes  amounted  to  32  percent  of  overall  state  tax  revenue. 

Retail  sales  taxes  and  value-added  taxes  are  collected  at  different  stages 
of  the  production  and  distribution  process.  A  retail  sales  tax  is  collected 
only  once,  when  a  good  or  service  is  sold  to  a  consumer.  A  value-added 
tax  is  collected  at  various  stages  of  production  and  distribution.  Both 
taxes  could  raise  about  the  same  amount  of  revenue  giv«n  the  same  tax 
rate  and  tax  base. 
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R6SUltS  in  Brief  potential  revenue  sources  the  federal  government 

should  use  to  reduce  the  deficit.  54  percent  of  the  policymakers  selected 
existing  federal  taxes  exclusively;  8  percent  selected  a  broad-based  fed¬ 
eral  consumption  tax  exclusively;  and  18  percent  selected  both  existing 
taxes  and  a  new  consumption  tax.  Only  20  percent  did  not  .select  a  reve¬ 
nue  option,  indicating  the  federal  government  should  not  raise  taxes  to 
reduce  the  deflcit. 

A  broad-based  federal  consumption  tax  was  opposed  by  over  two-thirds 
of  all  state  tax  policymakers  responding.  Both  a  federal  retail  sales  tax 
and  a  value-added  tax  were  viewed  as  an  intrusion  into  state  tax  pro¬ 
grams.  Policymakers  were  especially  concerned  about  the  impact  of  a 
broad-based  consumption  tax  on  their  ability  to  increase  the  future  rev¬ 
enue  generated  by  their  own  state  retail  sales  taxes.  Other  concerns 
included  the  possibility  of  increased  federal  spending  and  inflation,  and 
the  impact  of  a  broad-based  consumption  tax  on  the  poor,  i.e., 
regressivity. 

Designing  a  consumption  tax  to  address  state  tax  offtciab'  concerns 
would  involve  trade-offs.  For  example,  design  features  incorporated  to 
reduce  state  regressivity  concerns,  such  as  exemptions  or  multiple  rates, 
would  add  to  administrative  complexity  and  limit  revenue.  According  to 
responding  tax  administrators  from  states  with  retail  sales  taxes,  the 
impact  of  a  federal  consumption  tax  on  the  administration  of  their  state 
tax  programs  would  depend  on  the  type  of  tax  and  its  visibility  to  the 
fmal  consumer. 


GAO’s  Analysis 


Forty-five  percent  of  the  policymakers  indicated  that  additional  revenue 
for  deflcit  reducticm  should  come  from  corporate  income  taxes.  Thirty- 
seven  percent  would  use  individual  income  taxes.  (More  than  one  source 
could  be  selected  by  respondents.)  Policymakers  supported  raising  tax 
rates  and  broadening  the  base  of  both  corporate  and  individual  income 
taxes.  (See  pp.  14-16.) 


Intrusion  on  State  Revenue  intrusion  into  a  nuyor  state  revenue  source  was  cited  as  a  concern  by  80 
Source  percent  of  the  policymakers  opposed  to  a  federal  sales  tax  and  70  per¬ 

cent  of  the  policymakers  oppm^  to  a  federal  value-added  tax.  This  a)n- 
cem  stems  from  the  states’  dependence  on  consumption  taxes  as  well  as 
the  desire  to  maintain  the  independence  of  their  state  tax  systems.  (See 

pp.  16-18.) 
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Policymakers  are  concerned  that  a  federal  consumption  tax  could  ( 1 ) 
limit  the  states*  at^ty  to  raise  additional  revenue  from  state  sales 
taxes,  (2)  pressure  the  states  to  alter  their  tax  bases  to  conform  with  the 
federal  tax  base,  and  (3)  confuse  taxpayers  id>out  the  distinction 
between  state  and  federal  consumption  taxes.  Offering  to  share  federal 
consumption  tax  revenue  with  the  states  received  little  support.  Less 
than  a  Hfth  of  the  respondents  indicated  they  would  reduce  their  oppo¬ 
sition  to  a  federal  tax  if  states  received  a  share  of  revenue.  (See  pp.  16- 
23.) 


Effect  on  the  Poor  ^  ^  policymakers  responding  were  concerned 

about  the  regressivity  of  a  federal  omsumption  tax.  A  tax  is  regressive 
if  low-income  families  pay  a  larger  proportion  of  their  income  in  taxes 
than  high-incoRW  families.  Several  altmnatives  can  be  used  for  reducing 
the  regres^vi^  of  a  consumption  tax,  including  (1)  exempting  basic 
necessities  fiXHn  the  tax  base  or  adopting  multipte  rates  which  would  ta.K 
necessities  at  a  lower  rate  than  other  goods,  (2)  {noviding  a  tax  credit 
for  low  incmne  taxpayers  on  their  income  tax  return,  or  (3)  raising  enti¬ 
tlement  payimnts  and  ceilings  to  compensate  for  the  increased  cost  of 
the  consumptkm  tax.  (See  pp.  24-26.) 

These  alternatives  have  potoitial  drawbacks,  including  increased 
administrative  costs  and  reduced  federal  revenue  for  reducing  or  elimi¬ 
nating  the  defldt.  (See  pp.  27-29.) 


Tax  administrators  frcan  states  with  retail  sales  taxes  varied  in  their 
opinions  tm  how  much  a  federal  consumptitm  tax  would  complicate  the 
administratkm  of  their  state  sales  tax  programs.  A  federal  sales  tax  was 
expected  to  have  more  impact  than  a  value-added  tax,  and  a  visible  tax 
more  than  an  invisible  tax.  For  a  federal  sales  tax,  31  percent  of  the 
administrators  expected  the  impact  to  be  great,  26  percent  placed  it  in 
the  moderate  category,  and  43  percent  predicted  some  to  no  impact.  For 
a  federal  value-added  tax,  59  percent  expected  no  impact.  (See  p.  33. ) 
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Recommendations 


GAO  is  not  making  any  recommendations. 


Comments 


Survey  results  were  discussed  with  officials  from  the  Advisor>*  Commis¬ 
sion  on  Intergovernmental  Relations,  the  National  Governors’  Associa¬ 
tion,  the  National  Conference  of  State  Legislauns,  the  National 
Association  of  State  Budget  Officers,  and  the  Federation  of  Tax  Admin¬ 
istrators.  The  results  generally  conArmed  what  they  perceived  to  be  the 
ctmcems  of  their  ccmstituents. 
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Chapter  i 


Introduction 


Income  taxes  are  the  present  principal  source  of  federal  revenue.  Con¬ 
gress  responded  to  concerns  s^ut  the  perceived  unfairness  of  the 
income  tax  system  by  enacting  the  Tax  Reform  Act  of  1986.  The  Act 
was  designed  to  be  revenue  neutral,  i.e..  it  provided  no  additional  reve¬ 
nue  to  reduce  the  budget  deficit  or  national  debt.  Because  many  mem¬ 
bers  of  Congress  believe  they  made  a  tacit  agreement  with  taxpayers  to 
lower  income  tax  rates  in  return  for  broadening  the  base,  it  may  be  difCi- 
cult  to  reach  congressional  consensus  on  efforts  to  raise  revenue  by 
increasing  income  tax  rates. 


Explanation  of 
Consumption  Taxes 


If  changes  to  the  income  tax  system  are  ruled  out,  a  broad-based  con¬ 
sumption  tax  represents  one  of  the  few  single  revenue  alternatives  for 
raising  large  amounts  of  revenue.  A  coi\sumption  tax  is  levied  on  tax¬ 
payers’  expenditures  for  goods  and  services  rather  than  on  their  total 
income.  The  part  of  the  taxpayer’s  income  that  is  saved  is  not  subject  to 
current  taxation  from  a  consumption  tax.  Some  economists  believe  that 
this  would  Induce  people  to  save  more  and  consume  less.  However,  the 
evidence  on  the  stren^  of  this  belief  is  inconclusive.  Consumption 
taxes  also  differ  from  income  taxes  in  respect  to  who  is  responsible  for 
collecting  and  remitting  tax  payments — businesses  rather  then  house¬ 
holds.  Another  basic  difference  is  that  a  consumption  tax  is  levied  on 
individual  transactions  without  regard  for  the  taxpayers'  personal  cir- 
ciunstances,  and  income  taxes  generally  attempt  to  t^e  these  circum¬ 
stances  into  account. 

The  two  most  commonly  used  broad-based  consumption  taxes  are  the 
retail  sales  tax  and  the  value-added  tax.  A  retail  sales  tax  is  imposed  at 
the  point  of  Hnal  sale  and  is  generally  collected  by  the  retailer  Erectly 
from  the  consumer.  Currently,  45  states  have  retail  sales  taxes.  In  addi¬ 
tion,  many  states’  sales  taxes  are  combined  with  local  sales  taxes,  such 
as  counties,  cities,  special  districts,  and  transit  authorities.  For  example, 
California  has  a  6  percent  statewide  sales  tax  rate.  Of  the  6  percent, 

4.75  goes  to  the  state,  and  the  remaining  1.25  percent  goes  to  the  coun¬ 
ties  and  cities.  However,  in  several  California  counties  the  rate  is  6.5  or 
7  percent;  the  additional  .5  to  1  percent  is  used  to  Hnance  local  transpor¬ 
tation  and  other  local  government  services. 

A  value-added  tax  is  a  multistage  tax  on  goods  and  services.  In  princi¬ 
ple,  it  is  equivalent  to  a  retail  sales  tax  on  goods  sold  to  consumers,  but 
it  is  calculated  differently  and  collected  at  each  stage  of  the  production 
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and  distribution  process.  For  each  stage  the  tax  is  calculated  as  a  pro¬ 
portion  of  the  difference  between  the  value  of  goods  and  serx  ices  pur¬ 
chased  and  the  value  of  goods  and  services  sold.  In  effect,  this 
difference  is  the  measure  of  the  value  firms  add  to  the  goods  and  ser¬ 
vices  they  buy  from  suppliers.  While  the  United  States  has  very  limited 
experience  with  value-added  taxes,  they  are  widely  used  in  other  coun¬ 
tries.  A  comparison  of  some  of  the  operational  differences  between  a 
federal  value-added  and  a  federal  retail  sales  tax  is  in  appendix  I. 

A  federal  consumption  tax  could  raise  large  amounts  of  revenue.  The 
Congressional  Budget  Office  (cbo)  estimates  that  a  comprehensive 
value-added  tax  imposed  at  a  rate  of  5  percent  could  raise  $  125  billion 
in  1992.  Even  if  food,  housing,  and  medical  care  were  exempt,  the  tax 
could  still  yield  $72  billion  annually.  A  retail  sales  tax  with  the  .same  tax 
base  and  rate  could  raise  similar  amounts.  Table  1.1  compares  selected 
federal  revenue  sources. 


Table  1.1:  Salactad  Fadaral  Ravanua 

OpbOfM  for  1992  DollafS  m  billiona _ 

EatimataO 
adda<l1992 
ravanua  from 


_ _  aach  option 

Individual  incoma  taxaa _ 

Raise  marginal  tax  to  16  and  30  percent _ S35  7 

Add  a  5  percent  surtax _ _  260 

Eliminate  deductitxiity  of  state  and  local  income  and  property  taxes _  296 

Conaumption  taxaa _ 

Impose  a  S  percent  value-added  or  federal  retail  sales  tax  with 
comprehensive  base _ '  25  4 

—  with  exemptions  for  food,  housing,  and  medical  care _ 72  0 

—  with  low-income  relief  by  increasing  funds  for  social  programs'* _ i03  5 


'Includes  increased  outlays  for  Food  Stamps.  Supplemental  Security  Income,  and  Aid  to  =am>iies  jvitn 
Deperulent  Childran 

Source:  Revenue  estimates  from  "Reducing  ttie  Deficit;  Spending  and  Revenue  Options  -  Pan  ii  Ccr 
gressional  Budget  Office.  FeOruary  1989 
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Objective,  Scope,  and 
Methodology 


CtapMrl 

iBtraiMtiM 


We  have  previously  issued  reports  discussing  consumption  tavi's.  riu'x* 
reports  focused  on  the  various  types  of  consumption  tuxes,  the  |)rim  ipitl 
methods  for  calculating  a  value-added  tax.  and  key  value-iuldtsl  tax 
icy  issues  based  on  international  experience. 

Unlike  the  United  States,  most  countries  that  have  a  national  consump¬ 
tion  tax  do  not  have  independent  federal-state  tax  systems.  Then'toiv. 
their  tax  systems  do  not  have  the  complexities  of  overlapping  govern¬ 
ments.  If  the  federal  government  were  to  adopt  a  broad-baseti  consitmp- 
tion  tax,  the  federal  tax  and  a  state  retail  sales  tax  would  be  in  force  in 
45  states.  In  1987,  general  sales  taxes  provided  32  percent  of  total  state 
tax  revenue.  It  is  unclear  what  impact  a  federal  consumption  tiix  would 
have  on  state  retail  sales  tax  systems,  but  many  people,  including  state 
policymakers,  believe  the  states  would  resist  a  f^eral  consumption  tax 
because  of  its  perceived  potential  impact  on  state  tax  systems  and  state 
tax  prerogatives. 

The  objective  of  this  report  is  to  provide  Congress  with  an  over\  iew  of 
state  officials’  concerns  related  to  the  enactment  of  a  broad-ba.sed  fed¬ 
eral  consiunption  tax  and  of  possible  ways  to  mitigate  these  concerns. 

To  address  these  issues  this  report 

•  identifies  state  tax  policymakers’  views  about  how  to  reduce  the  deficit, 
including  their  preferred  revenue  options; 

«  identifies  the  nature  and  extent  of  state  tax  policymakers'  concerns 
related  to  a  broad-based  federal  sales  tax  or  value-added  tax; 

•  discusses  how  to  address  policymakers'  concerns  through  the  design  of 
the  tax  or  other  methods;  and 

•  identiHes  state  tax  administrators'  opinions  on  the  effects  of  a  federal 
consumption  tax  on  state  administration,  revenue,  and  tax  eva.sion. 

To  obtain  state  ofnciab’  views  of  a  federal  consumption  tax  and  its 
potential  impact,  we  sent  261  questionnaires  to  state  policymakers  ( gov¬ 
ernors,  state  budget  ofHcers,  state  flscal  officers,  and  chairs  of  state  leg¬ 
islatures'  msyor  tax  policy  committees)  in  all  50  states.  We  received  1.53 
responses;  42  declin^  to  answer;  and  66  did  not  respond.  We  received  at 
least  one  resptmse  from  tax  policymakers  in  49  states.  We  also  surveyed 
the  50  state  tax  administrators  (using  a  different  questionnaire )  to 
assess  their  concerns  about  the  impact  of  a  value-added  tax  on  state  tax 


'Choortm  Ainoiw Consuraption  Taxes (GAO/GGDa6-91.  Aug.  20. 1986).  Tax  Piilky:  T:ix •(  ri.«l;i  .tml 
Sul)tticoon Metlwls of CwculaUiiK * ViJue-Added Tax (G AO/GGM9-87 ..lung 2(1.  I08.mi  Tax  l’~ 
icy:  Value-Added  Tax  laaues  for  (Ts.  Tax  Poiicymater»(GAO/GGP.89-125BR.  .St-pr.  I  V 
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administration.  We  received  44  responses  and  3  declinations.  Three 
administrators  dir  )t  respond.  We  entered  the  answers  into  a  comput¬ 
erized  database  a-  .  analyzed  them.  Responses  from  policymakers  are 
discussed  in  chapter  2,  and  resptMises  froi  <  auininistrators  are  dis¬ 
cussed  in  chapter  3.  (See  app.  II  for  a  deti^  j  explanation  of  the  ques¬ 
tionnaire  methodology.) 

Part  of  our  questionnaire  analysis  included,  where  appropriate,  compar¬ 
ison  of  responses  based  on  spedfic  respondent  characteristics.  These 
included  the  following: 

•  the  type  of  respondent — legislators  (state  senators,  state  representa¬ 
tives,  state  fiscal  offleers)  versus  executives  (governors  and  state 
budget  ofRcers): 

•  the  degree  to  which  a  state  is  dependent  on  individual  income  taxes  for 
revenue; 

•  the  degree  to  which  a  state  is  dependent  on  retail  sales  taxes  for 
revenue. 

1  he  results  are  discussed  in  appendix  III. 

To  identify  ways  of  addressing  policymakers’  concerns,  we  reviewed 
published  sources,  including  economic  textbooks,  government  reports, 
professional  joumab,  and  accounting  Arm  and  trade  association  publi¬ 
cations  (see  bibliography).  To  get  a  wide  range  of  opinions  on  consump¬ 
tion  tax  issues,  we  met  with  academic  experts  and  knowledge^le 
officials  of  several  states. 

Our  work  was  done  between  January  1988  and  August  1989  and  in 
accordance  with  generally  accepted  government  auditing  standards. 

Survey  results  were  discussed  with  officials  from  the  Advisory  Commis¬ 
sion  on  Intergovernmental  Relations,  the  National  Governors'  Associa¬ 
tion,  the  National  Conference  of  State  Legislators,  the  National 
Association  of  State  Budget  Offleers,  and  the  Federation  of  Tax  Admin¬ 
istrators.  The  results  generally  confirmed  what  they  perceived  to  be  the 
concerns  of  their  constituents. 
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Chapter  2  _ _ _ — _ _ 

State  Tax  Policymakers’  Views  on  a 
Broad-Based  Federal  Consumption  Tax 


The  majority  of  state  tax  policymakers  responding  to  our  questionnaire 
believed  the  federal  government  should  use  existing  federal  revenue 
sources  to  reduce  the  deficit.'  Increasing  existing  income  and  excise 
taxes  was  preferred  over  a  new  broad-based  consumption  tax.  Some 
policymakers  also  suggested  such  revenue  sources  as  increasing  user 
fees,  having  a  national  lottery,  or  charging  the  National  Atlantic  Treaty 
Organization  for  troops  stationed  in  Europe.  Only  20  percent  selected  no 
revenue  option,  indicating  the  federal  government  should  not  raise  taxes 
for  deficit  reduction.-  Several  of  these  policymakers  indicated  that 
spending  should  be  cut  instead. 

Both  a  federal  retail  sales  tax  and  a  value-added  tax  were  perceived  as 
intrusions  into  state  tax  programs.  Policymakers  were  especially  con¬ 
cerned  about  the  impact  of  a  broad-based  consumption  tax  on  their  abil¬ 
ity  to  increase  revenue  generated  by  their  own  state  retail  sales  taxes. 
Other  concerns  included  the  possibility  of  increased  federal  spending 
and  inflation,  and  the  impact  of  a  broad-based  consumption  tax  on  the 
poor. 

A  federal  consumption  tax  could  be  designed  to  mitigate  some  state  tax 
policymaker  concerns.  However,  some  mitigating  features  may  produce 
other  undesirable  effects,  such  as  increased  administration  costs  and 
reduced  revenue  for  federal  deficit  reduction. 


Existing  Federal  Taxes 
Preferred  Over  Other 
Revenue  Options 


When  asked  which  potential  sources  of  additional  federal  revenue  they 
preferred  to  be  used  to  reduce  the  deficit,  72  percent  of  state  tax  policy¬ 
makers  responding  selected  existing  federal  taxes.  Fifty-four  percent 
selected  existing  taxes  exclusively;  18  percent  selected  existing  taxes 
and  a  broad-based  federal  consumption  tax;  and  8  percent  selected  only 
a  consumption  tax. 


As  illustrated  in  figure  2.1,  corporate  and  individual  income  taxes  were 
the  revenue  options  chosen  most  frequently  by  state  policymakers  to 
raise  revenue,  followed  by  federal  excise  taxes  and  broad-based  federal 
consumption  taxes.  Of  the  policymakers  who  chose  a  federal  consump¬ 
tion  tax,  two  out  of  three  preferred  a  value-added  tax  over  a  federal 
retail  sales  tax. 


'  Includes  ((ovemors.  state  budget  officers,  chairs  of  state  legislatures'  m^r  tax  policy  committee!!, 
and  state  fiscal  officers. 

-An  additional  10  percent  of  respondents  indicated  federal  taxes  should  not  be  raised  but  also 
selected  <Mie  or  more  revenue  options  for  reducing  the  deficit. 
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Note  Mor«  ttw>  one  r«v«nue  source  coukl  be  selected  by  respondents. 

Forty-five  percent  of  the  policymakers  indicated  that  additional  revenue 
for  deficit  reduction  should  come  from  corporate  income  taxes.  Thirty- 
seven  percent  would  use  individual  income  taxes.  As  shown  in  figure 
2.2,  these  policjrmakers  supported  raising  tax  rates  and  broadening  the 
base  of  both  corporate  and  individual  income  taxes. 
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Concerns  Focus  on 
Potential  State  Tax 
Program  Impacts 


Overall,  state  policymakers  responding  opposed  a  broad-based  federal 
consumption  tax.  Eighty-one  percent  of  the  policymakers  were  opposed 
to  a  federal  sales  tax,  and  68  percent  were  opposi^  to  a  federal  value- 
added  tax.  Policymakers'  most  frequently  cit^  concerns  (as  shown  in 
flgure  2.3)  focused  on  the  impact  of  a  federal  consumption  tax  on  state 
tax  programs.  Specifically,  80  percent  of  the  policymakers  opposed  to  a 
federal  sales  tax  and  71  percent  of  the  policymakers  opposed  to  a  fed¬ 
eral  value-added  tax  cited  intrusion  into  their  tradition^  source  of 
revenue. 
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State  tax  policymakers  are  very  concerned  about  the  federal  govern¬ 
ment’s  budget  policies  that  lead  to  higher  national  debt  and  annual  defi¬ 
cits  and  their  impact  on  state  finances.  Over  the  last  few  years,  as  the 
national  debt  increased,  state  and  local  governments  have  lost  federal 
revenue  sharing  and  have  seen  reductions  in  federal  grant  funds.  In 
addition,  the  Tax  Reform  Act  of  1986  reduced  federal  tax  rates  and 
broadened  the  tax  base,  in  part  by  repealing  a  provision  that  allowed 
individual  deduction  of  state  sales  taxes,  thus  creating  the  potential  of 
increased  resistance  to  state  and  local  sales  taxes.  Finally,  growing  pub¬ 
lic  opposition  to  increases  in  property  taxes  has  left  the  state  officials 
feeling  they  have  few.  if  any,  ways  to  increase  revenue. 

Therefore,  the  prospect  of  a  federal  consumption  tax  intruding  into 
state  revenue  sources  concerned  state  officials.  A  msyority  of  the 
respondents  were  greatly  concerned  that  a  federal  consumption  tax 
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States  May  Be  Pressured  to 
Match  Federal  Tax  Base 


could  affect  th«r  ability  to  increase  ^te  retail  sales  taxes.  Specifically. 
80  percent  of  the  policymakers  from  states  with  a  retail  sales  tax  indi¬ 
cated  that  a  federal  consumption  tax  could  discourage  their  state  from 
increasing  their  sales  tax  rate.  Sixty-four  percent  of  these  policymakers 
indicated  that  a  federal  consumption  tax  could  discourage  their  state 
from  broadening  their  tax  base.  However,  flve  out  of  nine  policsrmakers 
responding  from  ttates  with  no  retail  sales  tax  indicated  that  a  federal 
(xmsumption  tax  would  have  little,  if  any,  effect  on  their  decision  to 
adopt  a  state  retail  sales  or  value-added  tax. 

States*  concern  sJiout  federal  intrusion  is  understandable  given  their 
reliance  on  retail  sales  taxes  for  revenue.  &ates  have  used  the  consump¬ 
tion  tax  base  extensively  as  a  mi^or  source  of  state  general  revmue.  In 
states  with  a  retail  sales  tax,  sales  tax  revenue  represents  approxi¬ 
mately  31  percent  of  the  total  state  tax  revenue  ejected  for  flscal  1987. 
This  percentage  has  remained  relatively  stable  around  30  percent  since 
1970.  As  shown  below,  31  of  the  45  retail  sales  tax  states  generated  30 
percent  or  more  of  their  tax  revenue  ftom  retail  sales  taxes. 

Four  states  obtained  over  50  percent  of  state  tax  revenue  from  state 
retail  sales  tax. 

Ten  states  obtained  between  40  and  50  percent  of  state  tax  revenue 
from  state  retail  sales  tax. 

Seventeen  sts^  obtained  between  30  and  40  percent  of  state  tax  reve¬ 
nue  from  state  retail  sales  tax. 


Policymakers  felt  the  federal  government  would  be  encroaching  upon 
state  taxing  autonomy  by  enacting  a  federal  consumption  tax.  They 
were  concerned  that  a  federal  consumption  tax  would  put  pressure  on 
their  state  to  match  their  state  tax  baM  with  the  federtd  tax  base.  One 
policymaker  commented  that  a  federal  consumption  tax  would  trespass 
on  the  states’  tax  base  and  would  affect  the  states’  independence  and 
control  over  their  revenue  source.  Another  believed  the  federal  con¬ 
sumption  tax  may  have  an  “evening"  effect:  over  time  the  bases  of  the 
federal  and  state  retail  sales  taxes  may  move  closer  together — if  the 
federal  tax  were  a  federal  retail  sales  tax. 

Interviews  with  other  state  officials  and  our  literature  review  suggest 
that  the  tax  base  concern  may  also  stem  from  some  states’  use  of  retail 
sales  taxes  to  implement  state  social  or  economic  policies  or  gain  an  eco¬ 
nomic  advantage  over  other  states  competing  for  businesses  to  locate  in 
their  state.  For  example.  Virginia  exempted  basic  research,  fish  farming. 
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State  and  Federal  Taxes 


and  computer  software  from  state  retail  sales  tax  in  order  to  encours^e 
certain  industries  to  locate  there.  Nebraska  exempted  farm  machinery 
from  its  sales  tax  base,  so  farm  equipment  dealers  would  not  lose  sales 
to  a  neighboring  state  that  had  exempted  the  same  items. 

Another  viewpoint,  expressed  by  acir.  '  suggests  that  a  federal  consump¬ 
tion  tax  may  not  be  competitive  with  the  state  retail  sales  tax.  particu¬ 
larly  if  the  tax  is  an  invisible  value-added  tax  not  separately  identified 
in  the  final  price. 

It  can  be  argued  that  some  sutes  could  realize  revmue  gains  by  replac¬ 
ing  their  current  sales  taxes  with  their  own  add-on  to  a  federal  con¬ 
sumption  tax.  States  d<^  this  could  cafritalize  on  the  potentially 
broader  base  of  the  federal  tax.  If  similar  to  federal  consumption  taxes 
in  other  countries,  the  federal  consumption  tax  base  would  cover  items 
not  presently  included  in  most  stete  retail  sales  tax  bases,  such  as  pro¬ 
fessional  and  personal  services. 


Another  issue  was  potential  taxpayer  confusion  between  state  and  fed¬ 
eral  consumption  taxes,  especially  for  a  federal  retail  sales  tax.  This 
concern  focuses  on  dif  Acuities  that  retailers  and  consumers  may  have 
distinguishing  between  the  potentially  different  tax  rates  and  tax  bases. 
Figure  2.4  shows  the  degree  of  state  policymakers’  concern  about  tax¬ 
payer  confusion  of  state  and  federal  taxes. 


>3Adviaory  Cominisrton  on  Interanenunental  RelaOont,  'StreRClthenii«the  Fcdenl  (tesenue  Syv 
taw  ImpUcatiora  for  State  and  Local  Taxing  and  Borrowing. "  »•  9M6.  Waahington.  D  C  .  iX  tober 
i984. 
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Sharing  Consumption  Tax 
Revenue 


Piggybacking 


Concern  about  taxpayer  confusion  may  be  well-founded.  Eighty  percx^nr 
of  the  tax  administrators  responding  to  our  questionnaire  indicated  that 
reuilers  are  currently  having  some  difHculty  in  determining  which 
items  are  subject  to  the  state  retail  sales  tax.  This  is  generally  the  resiiU 
of  the  exemption  of  certain  items  from  state  retail  sales  taxes,  and  the 
taxation  of  similar  products.  This  is  discussed  in  more  detail  in  the 
regressivity  sectkm  of  this  chapter. 

Interviews  with  some  tax  administrators  indicated  that,  since  state 
retail  tax  bases  differ  amtxig  the  states,  a  fecteral  consumption  tax  with 
a  different  base  could  cause  confusion  among  consumers  and  among 
retailers  collecting  the  tax.  Confusion  regarding  which  items  are  taxable 
under  which  tax  system  coupled  with  potentially  different  reporting 
requirements  and  the  higher  combined  state-federal  tax  burden  may  cre¬ 
ate  an  opportunity  for  underreporting  and  tax  evasion. 


Because  states  have  used  the  consumption  tax  base  extensively  as  a 
ms^r  source  of  general  revenue,  mitigating  state  policymakers'  con¬ 
cerns  about  intrusion  could  be  difficult.  Some  experts  believe  this  con¬ 
cern  might  be  alleviated  if  any  federal  consumption  tax  proposal  were 
coupled  with  provisions  attractive  to  state  govenunents.  Such  provi¬ 
sions  might  indude  sharing  consumption  tax  revenue  directly  with  the 
states,  letting  states  piggyback  onto  the  federal  tax,  or  enacting  legisla¬ 
tion  that  would  require  out-of-state  vendors  to  colled  and  remit  state 
taxes  on  mail-order  sales. 

Of  the  large  rngjority  of  state  tax  policymakers  who  opposed  a  federal 
consumption  tax  for  deficit  reduction,  very  few  would  reduce  their 
opposition  if  offered  an  opportunity  to  share  in  the  revenue  generated. 
Less  than  20  percent  of  the  policymakers  indicated  their  opposition 
would  be  reduced  if  the  consumption  tax  revenue  were  shared  without 
conditions  or  if  the  federal  government  agreed  to  pay  a  larger  share  of 
federally  mandated  social  programs. 

Piggybacking  was  also  rejected  by  most  state  officials.  Piggybacking 
would  allow  states  to  add  on  a  percentage  to  the  federal  consumption 
tax  rate  while  the  federal  government  administers  and  collects  the 
entire  tax  and  remits  to  the  states  their  portion.  Piggybacking  would 
give  the  states  added  revenue  without  decreasing  the  federal  revenue 
available  for  deficit  reduction.  As  shown  in  table  2.1,  only  about  20  per¬ 
cent  of  the  state  tax  policymakers  expressed  interest  in  piggybacking  on 
either  a  federal  sales  or  a  value-added  tax. 
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While  not  directly  tied  to  the  passage  of  a  federal  consumption  tax.  one 
option  for  increasing  state  sal«  tax  revenue  would  be  to  include  in  the 
consumption  tax  legislation  provisions  which  would  allow  states  to 
require  out-of-state  vendors  to  collect  and  remit  state  retail  sales  taxes 
on  mail  order  sales-  This  would  provide  states  with  additional  .sales  tax 
revenue  from  their  existing  tax  systems.  States  estimate  that  over  <2 
billion  of  sales  tax  dollars  are  lost  because  sales  tax  is  not  collected  on 
these  purchases.  The  state  of  Texas  estimates  that  it  loses  about  $  l:)0 
million  annually  cm  mail-order  sales  and  that  local  governments  in  Texas 
lose  another  $30  million. 

State  sales  tax  is  a  destination-based  tax — it  applies  to  imports  ( into  the 
state)  but  not  to  exports.  Goods  shipped  to  out-of-state  purchasers  are 
commonly  exempt  from  state  sales  taxes,  and  consumer  purchases  are 
commonly  subject  to  the  tax  of  the  state  of  residence  of  consumers,  with 
one  exception.  In  National  Bellas  Hess,^  a  case  decided  in  1967.  the 
Supreme  Court  decided  that  mail-order  houses  cannot  be  required  to  col¬ 
lect  and  remit  sales  taxes  to  the  state  of  residence  of  a  customer  unless 
they  have  a  business  presence  in  the  state. 

Since  the  Supreme  Court  decision,  a  variety  of  bills  have  been  intro¬ 
duced  in  Congress  to  resolve  this  issue.  For  several  reasons,  including  a 
strong  mail-order  industry  and  a  lack  of  consensus  on  whether  local 
sales  taxes  should  be  included,  none  have  been  enacted.  However, 
within  the  past  few  years,  21  states  have  passed  statutes  to  extend  their 
reach  to  out-of-state  mail-order  catalog  firms.  Further.  23  states  have 
entered  into  regional  compacts  to  cooperate  on  sales  tax  compliance.  The 
purpose  of  many  of  these  efforts  is  to  test  various  aspects  of  the  original 


^XafloiMi  Belln  Hea».  Inc,  v.  Department  of  Re^-enue  of  the  Scate  of  lltinnw.  ;W«>  1  T-5;J.  iJiiT 
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BeliasHess  decision  before  the  Supreme  Court.  To  dace  this  has  not 
taken  place. 

A  federal  consumption  tax  could  be  designed  that  would  allow  the  states 
to  make  out-of*state  vendors  responsible  for  collecting  and  remitting 
state  sales  tax.  whether  or  not  the  firm  has  a  physical  presence  in  a 
state.  However,  it  is  likely  that  these  provisions  would  face  the  same 
obstacles  as  past  proposals. 


Other  Frequently 
Cited  Concerns  of 
Policymakers 


State  polic}rmakers'  concerns  went  beyond  the  direct  impacts  a  federal 
consumption  tax  could  have  on  ^te  tax  programs  (see  Hg.  2.5).  Many 
policymakers  were  concerned 

•  about  the  potential  economic  impacts  of  a  federal  consumption  tax  on 
low  income  taxpayers; 

•  about  the  federal  government’s  use  of  the  revenue  from  a  federal  con¬ 
sumption  tax  for  something  other  than  to  reduce  the  deficit; 

•  about  the  prospect  of  increased  inflation;  and 

•  about  the  cost  of  enforcing  a  new  federal  consumption  tax,  especially  a 
federal  value-added  tax. 
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ChapiM’t 
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Almost  60  percent  of  policymakers  indicated  that  they  were  greatly  con- 
cemed  about  the  regressivity  of  a  federal  consumption  tax.  A  broad- 
based  consumption  tax  on  basic  necessities  would  likely  be  regressive 
because  lower  income  households  spend  a  greater  portion  of  their 
income  on  food,  clothing,  medical  care,  and  shelter  than  higher-income 
households.  Therefore,  a  broad-based  consumption  tax  would  fall  most 
heavily  on  those  taxpayers  who  are  least  able  to  afford  it. 

While  there  is  little  doubt  that  a  sii^e-rate,  broad-based  consumption 
tax  is  regressive,  the  degree  of  regressivity  can  vary  depending  on  the 
time  period  over  which  the  regressivity  is  measured.  In  general,  the  tax 
appears  to  be  more  regressive  when  taxes  on  annual  consumption  are 
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compared  with  annual  income.  However,  if  taxes  on  lifetime  consump¬ 
tion  are  compared  with  lifetime  income,  the  degree  of  regre^ivity  is 
generally  reduced. 

Mitigating  Regressivity  Concerns  Several  methods  could  be  used  to  offset  the  r^ressivity  of  a  consump¬ 
tion  tax.  These  methods  include  taxing  necessities  at  a  lower  rate  (a  mul¬ 
tiple-rate  tax),  refundable  tax  credits,  and  increased  transfer  payments. 
However,  each  method  has  drawbacks  either  in  terms  of  reduced  reve¬ 
nue  generation,  more  complicated  administration,  or  the  degree  to  which 
they  address  the  regressivity  concerns.  For  example,  compensatii^  low 
income  individuals  would  reduce  consumption  tax  revenue  and  using 
multiple  rates  would  complicate  tax  administration. 

Tax  Necessities  at  a  Lower  Rate.  In  most  European  Economic  Commu¬ 
nity  countries,  the  value-added  tax  is  made  less  regressive  through  the 
use  of  multiple  rates  which  tax  necessities  at  a  lower  or  zero  rate.  Most 
state  tax  policymakers  favored  exempting  from  the  tax  base  such  basic 
necessities  as  prescription  drugs,  medical  and  dental  services,  food, 
household  fuels,  and  housing. 

CBO  estimates  that  a  broad-based  federal  consumption  tax  imposed  at  a 
rate  of  5  percent  could  raise  $125  billion  in  1992.  However,  if  food, 
housing,  and  medical  care  were  removed  from  the  tax  base,  it  would 
yield  $72  billion  annually.  Thus,  if  the  government  needs  to  raise  $125 
billion  annually  the  tax  rate  would  have  to  be  almost  doubled  in  order  to 
raise  the  same  amount  of  revenue.  Also,  because  high  income  house¬ 
holds  spend  a  significant  portion  of  their  budgets  on  the  low  tax  rate 
goods,  one  of  the  drawbacks  of  using  multiple  rates  is  that  the  offset  to 
regressivity  is  not  well  targeted  to  low  income  households.  The  tax 
break  is  provided  to  anyone,  regardless  of  income  level,  who  consumes  a 
good  taxed  at  a  low  rate. 

Multiple  rates  can  also  interfere  with  the  neutrality  of  a  broad-based 
consumption  tax  sy^em.  Goods  with  tax  rates  below  the  standard  can 
become  more  attractive  to  consumers,  and  goods  with  above-standard 
rates  can  become  less  attractive.  For  example,  a  medicated  shampoo 
that  is  considered  a  non-taxable  medicine  may  be  less  expensive  and 
have  competitive  advants^e  over  a  non-medicated  shampoo  that  is 
taxable. 


'  iHues  conceming  and  inetbods  for  mitigating  the  regnenvity  of  the  tax  are  discussed  in  more  detail 
in  our  reports  titled  Tax  Ailicy:  Tax  Credit  and  Suhtmaion  Methods  of  Caleutattan  a  Value- j\dded 
Tax.  (GAO/GGP-SS-SV,  June  20. 1^)  and  fax  iVilicy:  Value-Added  tax  Issues  ror  L'.S.  tax  Policy- 
mlirers  (GAO/GGP-89-  12SBR.  Sept.  15. 198ff)i 
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Another  drawback  of  multiple  rates  is  the  effort  and  costs  of  adminis¬ 
tration  associated  with  this  type  of  system.  The  federal  agency  adminis¬ 
tering  the  tax  would  be  faced  with  the  same  admiiustration  problems 
facing  the  28  states  that  exempt  some  foods  from  their  retail  sales  tax 
bases.  For  example.  New  York  does  not  tax  food  and  medicine.  As  a 
result 

small  marshmallows  are  not  taxable  because  they  are  considered  cook¬ 
ing  ingredients  (food),  but  large  marshmallows  are  considered  candy 
and  taxed; 

a  wafer  covered  with  chocolate  is  taxable  when  put  on  the  store  shelves 
with  candy,  but  it  is  considered  a  cookie  and  not  taxable  when  shelved 
with  cookies:  and 

some  items,  such  as  soft  drinks  and  plant  seeds,  are  not  taxable  if  pur¬ 
chased  with  food  stamps,  but  they  are  taxable  otherwise. 

Increase  Social  Transfer  Payments.  Increasing  transfer  payments  to  low 
income  individuals  could  also  provide  relief  from  the  regressivity  of  the 
tax.  Programs  such  as  Aid  to  Families  with  Dependent  Children  and 
other  social  welfare  transfer  payments  could  be  increased  to  compensate 
for  the  tax.  VHiich  pix^rams  are  indexed  would  affect  how  well  targeted 
to  the  poor  this  approach  would  be  and  the  amount  of  additional  reve¬ 
nue  that  would  be  needed  to  finance  these  programs.  If  limited  to  needs- 
tested  programs,  this  method  would  better  target  the  poor  than  if 
extended  to  all  social  transfer  payments.  This  is  because  some  pay¬ 
ments,  for  example  social  security,  go  to  eligible  recipients,  regardless  of 
economic  status. 

Establish  Refundable  Income  Tax  Credits.  A  third  alternative  to  reduce 
regressivity  would  be  to  establish  a  refundable  income  tax  credit  for 
consumption  taxes  paid.  Taxpayers  could  use  this  credit  to  offset  their 
income  tax  liability.  Those  who  pay  less  income  tax  than  the  amount  of 
the  credit  would  receive  a  refund  from  the  government.  To  reduce  the 
amount  of  revenue  lost,  the  credit  could  decline  as  income  increases  and 
disappear  at  a  designated  level  of  taxable  income.  A  disadvantage  of 
this  alternative  would  be  the  increased  number  of  taxpayers  who  would 
have  to  file  returns,  many  of  whom  are  not  currently  required  to  do  so. 
Currently,  eight  states  use  some  form  of  tax  credit  to  offset  the  regres¬ 
sivity  of  their  state  sales  tax. 
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Revenue  Might  Not  Be  shown  in  figure  2.6,  state  policymakers  were  greatly  concerned  that 

Used  to  Reduce  the  Deficit  «^v«nue  from  a  federal  retail  sales  tax  or  a  value-added  tax  might  be 

used  to  finance  additional  federal  spending,  rather  than  to  reduce  the 
deficit.  Most  noticeably,  a  higher  proportion  of  those  opposed  to  raising 
federal  taxes  was  greatly  concerned  that  federal  retail  sales  tax  or 
valueadded  tax  revenue  might  not  be  used  to  reduce  the  deficit.  Several 
policymakers  indicated  that  they  did  not  “trust’*  Congress  to  earmark 
new  funds  for  deficit  reduction  and  that  a  fe<teral  consumption  tax 
would  only  provide  Congress  with  a  new  source  of  revenue  for  spending. 
Figure  2.6  illustrates  that  this  perception  of  unchecked  government 
spending  seems  to  be  more  closely  associated  with  a  federal  value-added 
tax  than  a  federal  retail  sales  tax.  This  viewpoint  may  stem  partially 
from  the  influence  of  consumption  tax  opponents  who  oppose  a  federal 
value-added  tax  as  a  money  machine  that  will  fuel  more  spending  rather 
than  help  to  reduce  the  deficit,  according  to  an  interest  group 
representative. 


P«Se>7 


GAO/GGDSaSO  State  OdlcUto'  ConeiunpOon  Tax  Concerns 


Modsrato  to  SofM 


SIM  line  MbiTMilHm*  Wnw  M  • 

Ilf  Hi  §mai  Omw nlwi  Tm 


Pigur*  2.t:  0«v««  of  CoflCifn  About  • 
Podorol  ConownfHioii  Tax  PtoMuicing 
AddWonai  Podoiai  Spondine  Ratfior 
Than  Ooficit  ftoduelion 


Federal  Retail  Sales  Tax 


ModaraiatoSomo 

93% 

UMatoNona 


3.2% 

NoBasiitoJudgo 


Gloat  to  Vary  Graai 


Federal  Value-Added  Tax 


Page  2a 


GAO/GOMOaO  SUU  OBIdato*  Con— uapdon  Tax  Cowcern* 


Mitigating  Concerns  That 
Revmue  Might  Not  Be  Used  to 
Reduce  the  Deficit 


Possible  Inflationary 
Impact 


Several  solutions  may  address  the  omcem  that  a  federal  LX>nsumptton 
tax  might  be  used  to  finance  additional  federal  spending  rather  than 
federal  budget  deflcit  reduction.  These  include  (1)  requiring  the  Gramm- 
Rudman-HoUings  deficit  reduction  target  of  zero  in  1993  to  remain  in 
effect  with  no  chan^;  (2)  reducing  the  debt  ceiling  each  year  by  all  or 
part  of  the  revenue  ^nerated  by  the  tax;  and  (3)  making  changes  to  the 
rate  or  base  of  the  tax  allowable  only  by  a  two-thirds  vote  of  both 
houses  of  Congress.  For  example,  in  19^  legislation  was  introduced  to 
enact  a  value-adtted  tax  for  deficit  reduction.  That  legislation  contained 
provisions  requiring  that  revenue  derived  from  the  imposition  of  the 
value-added  tax  be  deposited  in  a  deficit  and  debt  reduction  trust  fund. 
Money  from  this  trust  fund  would  be  available  only  for  payments  on  the 
principal  and  interest  of  the  federal  debt. 

Adding  these  or  other  provisions  to  consumption  tax  legislation  would 
provide  some  immediate  assurance  that  the  funds,  for  the  most  part, 
would  be  used  to  reduce  the  deficit.  However,  future  Congresses  could 
choose  to  change  any  such  provisions.  For  example,  the  99th  Congress 
enacted  legislation  requiring  the  elimination  of  the  deficit  by  fiscal  year 
1991.  The  100th  Congress  extended  the  deadline  for  the  elimination  of 
the  deficit  to  1993. 


As  shown  in  figure  2.7,  inflationary  impact  was  also  an  issue  with  state 
policymakers.  As  a  consumption  tax  can  be  passed  forward  to  consum¬ 
ers  in  the  form  of  higher  prices,  the  introduction  of  a  broad-based  con¬ 
sumption  tax  would  probably  cause  a  one-time  increase  in  prices  by  the 
amount  of  the  tax.  This  is  not  the  same  as  an  increase  in  the  ongoing 
rate  of  inflation.  This  will  increase  the  rate  of  inflation  for  about  one 
year,  but  the  rate  of  inflation  should  not  be  any  higher  in  subsequent 
years  than  in  the  absence  of  a  consumption  tax. 


PageZS 


GAO/GGDSMO  State  Offlctals’  Coaamnptioa  Tax  Concerns 


Administration  Costs 


Mitigating  C<»icems  About 
Adminisl^Qn  Costs 


Conclusion 


Many  policymakers  were  concermd  about  the  administration  costs  of 
enforcing  a  federal  consumption  tax.  particularly  with  a  federal  value- 
added  tax.  In  1964,  the  Internal  Revenue  Service  (us)  estimated  that  a 
federal  value-added  tax  %rould  require  20.000  additional  us  employees, 
would  cost  about  $700  million  per  year  to  administer,  and  would  take 
about  18  mcmths  to  implement.  However,  these  estimates  were  made 
over  5  years  ago,  and  according  to  tss,  assumptions  about  economic  con¬ 
ditions  and  other  variables  are  subject  to  change.  In  addition,  Customs 
Service  costs  to  administer  border-tax  adhistments*  with  a  value-added 
tax  would  also  have  to  be  considered. 

While  there  is  no  available  estimate  of  the  administration  costs  of  a  fed¬ 
eral  retail  sales  tax,  some  current  literature  suggests  that  a  federal 
value-added  tax  would  be  slightly  more  expensive  to  administer  than  a 
federal  retail  sales  tax.  A  federal  value-added  tax  would  require  more 
information  to  be  reported  and  processed  than  a  federal  retail  sales  tax. 
In  addition  to  differences  in  staffing  and  equipment,  cost  differences 
would  also  depend  on  factors  such  as  filing  requirements. 

Administration  costs  would  vary  depending  on  the  tax  imposed,  the 
breadth  of  the  tax  base,  and  methods  that  could  be  included  to  offset 
regressivity.  International  experience  shows  that  the  simpler  the  tax  the 
easier  and  less  costly  to  administer.  This  is  consbtent  with  the  responses 
to  our  questioimaire.  Almost  all  of  the  state  tax  policymakers  and 
adroiiustrators  agreed  that  a  single-rate  federal  consumption  tax  with 
few  or  no  exemptions  would  be  easier  to  administer. 


Most  state  policymakers  responding  to  our  questionnaire  favored  using 
additional  revenue  from  existing  federal  tax  sources  to  reduce  the  fed¬ 
eral  budget  deficit.  Eighty-one  percent  of  them  were  opposed  to  a  fed¬ 
eral  retail  sales  tax,  and  68  percent  were  opposed  to  a  value-added  tax. 
Their  nuyor  concern  about  a  broad-based  federal  consumption  tax  is 
their  perception  that  it  would  intrude  on  state  tax  systems  and  limit 
their  ability  to  raise  additional  revenue  from  state  retail  sales  taxes. 

The  effect  of  a  federal  consiunption  tax  on  state  revenue  is  somewhat 
speculative  and  may  ultimately  depend  on  the  type  and  design  of  the 
tax  adopted.  For  instance,  a  relatively  low  rate,  invisible  value-added 
tax  may  not  affect  state  sales  tax  revenue.  Also,  states  could  be  given 


’’Border  ux  adjuttmcno  are  anempts  by  countries  using  a  consumption  based  value-added  tax  tu 
remove  the  tax  from  goods  that  are  exported  and  apply  it  to  goods  that  are  imported. 
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opponunicies  to  realize  added  revenue  by  adding  on  to  a  federal  tax.  but 
the  independence  of  their  own  tax  systems  could  be  reduced— a  cotu^m 
that  could  be  difficult  to  mitigate. 

State  officials  abo  were  troubled  by  the  potential  re^^ivity.  the 
potential  impact  on  inflation  and  increased  federal  spending,  and  the 
administration  costs  of  a  broad-baaed  consumption  tax.  These  concerns 
could  be  addressed  but  would  involve  trade-offs  between  competing  con¬ 
cerns  in  the  design  of  the  tax. 
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Tax  Adxniiustrators’  Views  on  a  Broad-Based 
Federal  Consumption  Tax 


According  to  responding  state  tax  administrators  from  states  with  retail 
sales  taxes,  the  Impact  of  a  federal  consumption  tax  on  the  administra¬ 
tion  of  their  Mate  tax  programs  would  depend  on  the  type  of  tax  and  its 
visibility  to  the  final  consumer.'  An  invisible  tax  was  expected  to  have 
less  impact  than  a  visible  tax,  while  a  federal  retail  sales  tax  was 
expected  to  have  more  impact  than  a  value-added  tax. 

While  there  was  no  clear  consensus  on  whether  a  federal  consumption 
tax  would  complicate  state  tax  administratkm,  in  general  tax  adminis¬ 
trators  indicated  that  a  federal  consumption  tax  would  have  some 
impact  on  their  state's  exiting  tax  program's  revenue,  evasion  rate,  and 
administration  costs.  The  tax  administrators  overwhelmingly  responded 
that  each  level  of  government  should  collect  its  own  tax. 


Impact  on  State  Tax 
Administration 


Tax  administrators  from  retail  sales  tax  states  varied  in  their  opinions 
about  how  much  a  federal  consumption  tax  would  complicate  the 
administration  of  their  sales  tax  programs.  A  federal  sales  tax  was 
expected  to  have  more  impact  than  a  value-added  tax.  For  a  federal 
sales  tax,  31  percent  of  the  administrators  who  had  a  basis  to  judge 
expected  the  impact  to  be  great;  26  percent  placed  it  in  the  moderate 
category;  while  43  percmt  predicted  some  to  no  impact.  For  a  federal 
value-added  tax,  59  percent  expected  no  impact  and  22  and  19  percent 
expected  moderate  or  great  impact,  respectively.- 


Impact  on  State  Tax 
Revenue 


State  tax  administrators  believe  that  the  visibility  of  the  federal  con¬ 
sumption  tax  will  determine  whether  state  sales  tax  revenue  will  be 
affected.  As  shown  in  figure  3. 1,  when  asked  what  Impact  a  federal  con¬ 
sumption  tax  would  have  on  state  retail  sales  tax  revenue,  almost  half 
of  the  tax  administrators  indicated  that  a  visible  retail  sales  tax  '  would 
probably  decrease  state  revenue,  and  13  percent  believed  revenue  would 
increase.  If  the  retail  sales  tax  were  invisible  to  the  final  consumer. 

25  percent  thought  revenue  would  decrease,  but  28  percent  believed 


'  ftescMmaes  fh)fn  tax  administratan  in  the  flve  states  without  a  sales  tax  were  firom  such  a  small 
pofMilation  and  so  diverse  that  they  oould  not  be  effectively  analysed. 

-Percentages  do  not  indude  rcapondenta  who  indicated  they  had  no  basis  to  judge  how  much  a  fed- 
era!  consumption  tax  wouM  complicate  the  administration  of  their  state  sales  tax. 

'An  "invisible'' tax  would  be  included  in  the  price  of  goods  and  services  before  the  sale  and  would 
therefore  be  less  noticeable  to  a  conaumer  than  a  "visibie"  tax  which  would  be  added  to  the  price  of 
floods  and  services  durtia  the  sale.  For  discusaion  of  viaibillW  and  value-added  taxes  see  Ta.xPtalio- 
Tax-Credit  and  Subtraction  Methods  of  Calculating  a  Value-Added  Tax  (GAO/GGD-S9-S7.  .lune  20. 

raroi 
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revenue  would  incmse.  Eighteen  percent  indicated  that  they  believed 
an  invisible  value-added  tax  would  decrease  state  sales  tax  revenue,  and 
31  percent  thought  they  would  increase. 


Rgim  9.1:  Stale  Tax  AdaMalnMora' 
Cancania  About  Sia  iMpaei  af  a  Sadaial 
Oaaauaiptian  Tbx  on  State  talaa  Tax 
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State  tax  revenue  may  be  expected  to  decrease  with  a  visible  tax 
because  the  higher  combined  federal-state  tax  rate  would  make  tax  eva¬ 
sion  more  flnancially  attractive,  according  to  our  discussions  with  some 
state  tax  administrators  and  officials.  Other  tax  administrators  may 
have  thought  that  revenue  would  increase  because  of  the  federal  audit 
presence  in  the  consumption  tax  area,  and  for  an  invisible  tax,  because 
the  federal  tax  may  be  included  in  the  state  tax  base,  according  to  an 
interest  group  representative. 
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Impact  on  Sales  Tax 
Evasion 


There  was  also  no  clear  c<xisensus  among  the  state  tax  administrators 
about  the  impact  of  a  federal  cmaumption  tax  on  state  sales  tax  evasion 
rates.  About  40  percent  of  the  tax  administrators  fhxn  retail  sales  tax 
sutes  indicated  that  a  federal  retail  sales  tax  would  deorease  or  not 
affect  their  state  retail  sales  tax  evasion  rate.  An  equal  number  believed 
that  tax  evasion  would  increase.  With  a  value<«dded  tax,  51  percent  of 
the  administrators  thought  state  sales  tax  evasion  rates  would  either 
decrease  or  not  be  affected,  and  28  percent  believed  evasion  would 
increase  (see  fig.  3.2). 
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Concerns  About 
Administration  Costs 


Although  no  tax  administrators  thought  administration  costs  would 
decrease,  about  60  percent  of  them  believed  that  administration  costs  of 
the  state  retail  sales  tax  would  stay  about  the  same  with  an  invisible 
federal  consumption  tax.  For  a  visible  federal  consumption  tax.  the 
respondents  were  nearly  split  between  the  opinions  that  state  adminis¬ 
tration  costa  would  increase  or  remain  the  same  (see  Hg.  3.3). 
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Joint  Collection  Not 
Recommended 


According  to  most  tax  administrators,  the  most  ef  Acient  manner  of  col¬ 
lecting  consumption  taxes  is  for  the  states  to  collect  state  taxes  and  the 
federal  government  to  collect  federal  taxes.  For  a  federal  sales  tax,  69 
percent  of  them  said  the  federal  and  state  governments  should  each  col¬ 
lect  their  own  tax;  for  a  value-added  tax  the  percentage  increased  to  90 
percent 
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Conclusion 


Ten  administrators  indicated  that  it  would  be  most  effictent  for  their 
state  to  collect  b(Ah  state  and  federal  sates  taxes.  Only  two  administra¬ 
tors  indicated  that  the  federal  government  should  collect  both  the  state 
and  federal  taxes  if  a  federal  value-added  tax  were  enacted.  Lade  of 
interest  in  federal  collection  of  state  taxes  is  not  surprising,  since  none 
of  the  states  have  applied  for  federal  collection  of  state  individual 
income  taxes,  an  optira  provided  in  section  6361(a)  of  the  fedeai  tax 
code  as  of  October  1972. 


According  to  responding  tax  administrators  from  states  with  retail  sates 
taxes,  the  impact  of  a  federal  consumption  tax  would  depend  on 
whether  the  tax  was  visible  or  invisible  and  whether  it  was  a  sates  tax 
or  a  value-added  tax.  An  invisible  value-added  tax  was  expected  to  have 
less  negative  impact  on  state  tax  programs,  and  a  visible  retail  sales  tax 
was  expected  to  have  greater  negative  impact  on  state  tax  pn^rams. 

In  general,  tax  administrauns  indicated  that  a  federal  consumption  tax 
would  have  some  impact  on  their  state’s  existing  tax  revenue,  evasion 
rate,  and  administration  costs.  The  tax  administrators  responded  that 
each  level  of  government  should  collect  Its  own  tax. 


GAO/GOPaOSO  State  OfPeUa'  Con—iapriw  TaxConcenu 


Opeiaticsial  Differaioes  Between  a  Federal 
Retail  Sales  Tax  and  a  Value-Added  Tax 


The  federal  retail  sales  tax  and  the  value-added  tax  are  taxes  on  the 
consumption  of  goods  and  services  and  have  similarities  and  differ¬ 
ences.  Both  could  raise  about  the  same  amount  of  revenue,  assuming  the 
same  tax  rate  and  the  same  tax  base.  The  operating  assumption  of 
policymakers  and  economists  is  that  either  tax  would  be  fully  shifted 
forward  onto  the  consumer  in  some  form  or  another.  The  flnal  after-tax 
price  of  the  product  to  the  consumer  may  be  the  same  for  both  taxes, 
but  the  operating  procedures  of  the  two  taxes  differ. 

These  operating  differences  may  have  important  policy  implications  and 
include  such  factors  as  administration  costs,  tax  collection,  enforcement, 
broadness  of  tax  base,  implementation  time,  evasion,  and  flexibility.  In 
addition,  as  the  total  taxes  (federal,  state,  local)  on  consumption 
increase  (whether  value-added  tax  or  federal  retail  sales  tax),  the  more 
attractive  tax  eva«on  becomes.  This  may  result  in  lower  voluntary  com¬ 
pliance  and  higher  administration  costs. 

Following  is  our  discussion  about  how  each  type  of  federal  consumption 
tax  (retail  sales  or  value-added)  may  have  some  comparative  advantage 
over  the  other,  given  the  following  assumptions:  (1)  the  federal  con¬ 
sumption  tax  will  be  a  tax  in  addition  to  existing  federal  taxes  and  will 
not  replace  any  current  taxes;  (2)  oxnpliance  cost  is  defined  as  the  cost 
incun^  by  businesses  to  comply  with  the  new  tax;  and  (3)  the  tax  base 
is  broad  and  includes  all  goods  and  services,  except  those  related  to 
financial  institutions,  education,  religion,  and  housing  rentals. 


Adimnistxation  Costs 


A  federal  sales  tax  is  a^umed  to  be  less  costly  to  the  business  commu¬ 
nity  as  a  whole  because  only  those  businesses  selling  at  retail  would 
have  to  collect  the  tax.  Under  a  value-added  tax  almost  all  businesses 
would  have  to  collect.  Administration  costs  are  also  believed  to  be  lower 
for  a  sales  tax,  primarily  because  fewer  businesses  would  be  collecting 
the  tax. 


Compliance  Costs 


For  the  business  community  as  a  whole,  a  value-added  tax  would  proba¬ 
bly  have  higher  compliance  costs  than  a  federal  retail  sales  tax  because 
almost  all  businesses,  not  just  retail  businesses,  would  collect  taxes.  If  a 
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credit  value-added  tax  is  implemented.'  most  businesses  would  have  tt 
keep  invoices  for  all  sales  to  and  all  purchases  from  other  firms.  Thest 
invoices  would  be  subject  to  audit  by  tax  authorities.  The  subtraction 
method  value-added  tax  would  require  less  documentation.  If  certain 
items  (such  as  food,  clothing,  and  shelter)  were  taxed  at  a  lower  rate  c 
not  at  all.  compliance  would  be  more  complex,  and  costs  would  poten¬ 
tially  increase  for  businesses  that  sold  both  taxable  and  non-taxable 
items.  If  multiple  rates  were  used  to  offset  regressiveness,  complexity 
would  a^ain  increase  and  affect  compliance  costs. 

Ease  of  Collection 

The  federal  retail  sales  tax  might  have  an  advantage  over  the  value- 
added  tax  if  federal  and  state  sales  taxes  could  be  collected  jointly — 
either  by  the  state  or  the  federal  government.  Realistically,  however, 
states  impose  sales  taxes  on  different  items  (some  tax  almost  all  goods 
and  services;  others  tax  only  certain  items)  and  at  different  rates  (3  tc 
7.5  percent).  To  have  an  efAcient  collection  process,  all  45  states  with 
ret^  sales  tax  would  have  to  conform  their  sales  tax  bases  to  the  fed¬ 
eral  government’s  base. 

Start-Up  Time 

The  biggest  advantage  a  federal  retail  sales  tax  may  have  is  the  esti¬ 
mated  time  it  would  take  to  implement  it.  A  sales  tax  should  not  have 
long  implementation  period  because  it  would  fall  mainly  on  retail  outk 
in  45  states  that  currently  charge  state  and  local  sales  taxes.  States  an 
retail  businesses  are  familiar  with  the  sales  tax  concept.  Value-added 
tax  is  a  new  concept  to  the  United  States,  and  many  businesses  are  noi 
familiar  with  this  form  of  taxation.  The  ms  estimates  it  could  take  L8 
months  from  time  of  enactment  to  implement  a  value-added  tax. 

£]nforC6ni6nt  ^  credit  value-added  tax,  Arms  have  a  financial  interest  in  ensur 

ing  that  the  amounts  of  value-added  tax  paid  on  purchases  made  in  pr 
ducing  a  good  or  service  are  accurately  reported  on  their  invoices,  sine 
they  receive  credit  against  their  valueadded  tax  liabilities  for  previ¬ 
ously  paid  value-added  tax.  This  self-enforcing  feature  not  only 


'Credit  and  subtraction  ITS  two  ways  of  calculating  a  value-added  tax.  Under  the  subtraction  mett 
a  Ann  calculates  its  value  added  by  subtracting  its  total  purchases  frosn  its  total  sales.  Then  it  calc 
lates  the  tax  liability  by  multiplyiiig  its  value  added  by  the  tax  rate.  The  credit  method  calculates  t 
tax  for  each  transaction.  A  firm's  tax  liability  is  determined  by  adding  up  the  taxes  paid  on  all 
purchases  and  the  taxes  collected  on  all  sales,  and  subtracting  the  total  tax  paid  from  the  total  tax 
collected.  For  a  more  complete  discussion  of  these  methods  of  calculating  a  value-added  tax  see  Ta 
^IcyTa^g^t  and  Subtraction  Methods  of  Calculating  a  Value-Added  Tax  (GAO/GGD-89-^ 
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enhances  compliance  but  also  provides  tax  authorities  with  documenta* 
tion  for  crossH:hecking  the  amount  of  value-added  tax  collected.  A  fed¬ 
eral  retail  sales  tax  and  a  subtraction  ((method  value-added  tax  both  lack 
this  self-enforcing  feature. 

Size  of  Base 

Because  of  the  better  enforcement  properties,  it  may  be  possible  to  levy 
a  federal  value-added  tax  on  more  goods  and  services  than  a  federal 
retail  sales  tax.  In  fact,  European  nations,  on  the  average,  levy  value- 
added  taxes  on  more  goods  and  services  than  most  state  sales  taxes  in 
the  United  States. 

Exemptions  From  the 
Base 

Goods  and  services  may  be  exempted  from  the  tax  base  under  either  a 
federal  retail  sales  tax  or  a  value-added  tax.  Under  a  retail  sales  tax 
exemption  the  entire  tax  is  removed,  but  under  a  value-added  tax 
exemption  only  the  tax  at  the  final  point  of  distribution  or  production  is 
removed. 

If  the  intention  is  to  remove  the  tax  completely  under  a  value-added  tax. 
“zero-rating"  can  be  used.  A  zero-rating  under  a  value-added  tax  applies 
a  tax  rate  of  zero  on  the  sale  of  a  good  and  allows  a  full  deduction,  or 
credit,  for  any  tax  paid  (xi  items  purchased  to  produce  the  good.  Zero- 
rating  differs  from  exemption  because  zero  rating  keeps  the  firms  pro¬ 
ducing  zero-rated  goods  “in  the  system,"  that  is,  they  are  registered  with 
the  tax  authority  and  must  file  a  tax  return. 

Evasion 

Most  taxpayers  are  reluctant  to  attempt  to  evade  their  tax  obligations — 
until  the  tax  rate  becomes  so  high  that  the  potential  financial  gain  from 
evasion  exceeds  the  cost  of  the  potential  punishment  if  caught.  A  credit 
value-added  tax  with  the  self-enforcing  feature  increases  the  probability 
of  exposing  tax  evaders.  A  federal  retail  sales  tax  has  no  such  feature. 
Therefore,  up  to  some  given  tax  rate,  a  value-added  tax  would  be 
expected  to  have  better  voluntary  compliance  than  a  federal  retail  sales 
tax.  Thus,  the  federal  valueadded  tax  rate  that  would  trigger  signifi¬ 
cant  levels  of  evasion  would  probably  be  higher  than  the  federal  retail 
sales  tax  rate  th'^  would  trigger  signiHcant  levels  of  evasion. 

.  Appendix  II _ _ _ 

Methodology  for  GAO  Consumption 
Tax  Questionnaire 


These  gao  questionnaires  were  developed  on  the  basis  of  information 
collected  frcrni  published  sources,  including  eomomics  and  accounting 
textbooks,  government  reports,  profes^nal  journals,  and  accounting 
firm  and  trade  association  publications.  We  spoke  with  academic 
experts  and  with  knowledgeable  officials  of  the  Canadian  government 
and  the  states  of  Maryland,  Michigan,  Nebraska,  New  York,  Oegon.  Vi 
ginia,  and  Washington.  We  also  spoke  with  representatives  of  several 
business  associations,  including  the  Michigan  State  Chamber  of  Com¬ 
merce  and  Tax  Executives  Institute. 

Four  separate  questionnaires  were  developed  to  send  to  (1)  policymak¬ 
ers  in  states  with  a  retail  sales  tax,  (2)  policymakers  in  states  without : 
retail  sales  tax,  (3)  tax  administrators  in  states  with  a  retail  sales  tax. 
and  (4)  tax  administrators  in  states  without  a  retail  sales  tax.  Prelimi¬ 
nary  drafts  of  the  questiminaires  were  reviewed  by  officials  of  the  acie 
the  National  Governors*  Association,  the  National  Qmference  of  State 
Legislators,  the  National  Association  of  State  Budget  Officers,  and  the 
Federation  of  Tax  Administrators.  Based  on  their  suggestions,  changes 
were  made  where  appropriate.  These  offidals  did  not  in  any  way 
endorse  or  sponsor  the  questionnaires  but  did  supply  gao  with  the 
names  and  addresses  of  the  appropriate  state  officii  to  receive  ques¬ 
tionnaires,  State  senators  and  representatives  who  received  the  ques¬ 
tionnaires  were  chairpersons  of  the  tax  policy  committees  in  their 
respective  states. 

A  draft  of  the  questionnaires  was  pretested  with  the  sqipropriate  state 
ofBcials  in  New  York,  Oregon,  and  Washington.  These  states  were 
selected  for  the  following  reasons: 

•  New  York  because  it  has  both  a  retail  sales  tax  and  a  state  income  tax; 

•  Oregon  because  it  has  an  income  tax  but  no  retail  sales  tax;  and 

•  Washington  because  it  has  a  state  retail  sales  tax  but  no  state  income 
tax. 

The  flrst  mailing  was  done  on  August  17, 1988.  Follow-up  letters  and 
questionnaires  were  mailed  on  September  30  and  November  17. 1988. 
Telephone  follow-up  was  done  in  December  1988  and  January  1989.  Oi 
analysis  includes  all  responses  received  by  March  15, 1989.  The  answei 
received  by  respondent  type  are  shown  in  table  II.  1. 
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We  analyzed  and  quantifled  responses  for  all  policymakers  and  adminis* 
trators  in  states  with  a  sales  tax.  Responses  from  tax  administrators  in 
the  five  states  without  a  sales  tax  were  such  a  small  population  and  so 
diverse  that  they  could  not  be  effectively  analyzed.  The  level  of  respon* 
dents  in  each  state  is  shown  in  table  11.2. 
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Sales  tax  dependence  was  calculated  with  data  from  the  Department  of 
Ciommerce  report  Goveminent  Finances  in  1966-87  (Bureau  of  the  Cen¬ 
sus,  Series  GF-87-5).  High  and  low  retail  sales  tax  dependence  was 
determined  by  calculating  the  revmie  fhxn  retail  sales  tax  as  a  percent 
of  general  revenues  for  each  state.  If  a  state’s  percentage  was  above  (or 
below)  the  national  average  of  24.578  percent,  it  was  considered  to  have 
a  high  (or  low)  dependence  on  its  state  retail  sales  tax.  States  without  a 
sales  tax  were  included  in  the  low  retail  sales  tax  depend«ncy  group. 
State  data  is  shown  in  table  11.3.  Where  there  was  a  significant  differ¬ 
ence  in  the  answers  given  by  these  various  groups,  it  was  noted  in  our 
report. 
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.  APPMKtixin _ _ _ _ 

Level  of  Concern  by  Respondent  Characteristic! 


Our  que^kHuiaire  anals^sis  incliKied,  where  apprq;>riate.  comparison  oi 
responses  based  on  specific  respondent  characteristics.  These  included 
analyses  baaed  on 

•  type  of  respondmt — legislators  (state  sonators,  state  representatives, 
state  fiscal  officers)  versus  executives  (governors  and  state  budget 
offlcers); 

•  degree  to  which  a  state  taxes  personal  income  as  determined  by  the 
dependence  of  that  state  on  individual  inctmie  taxes  tor  revenue — 40 
states  with  a  broad-baaed  individual  income  tax  versus  10  states  with . 
low  or  no  individual  income  tax; 

•  degree  to  which  a  state  is  dependent  on  a  retail  sales  tax — states  abovt 
the  national  average  were  d^rmined  to  have  high  dependency  versus 
states  below  the  national  average  (low  dependency) — 25  states  with 
above  average  dependence  versus  25  states  below  average. 

Limited  cmnparisons  of  policymakers'  respmises  were  made  between 
states  with  and  without  a  retail  sales  tax  because  of  the  low  level  of 
response  from  policymalmrs  in  states  without  a  retail  sales  tax. 

Policymakers  indicated  their  level  of  concern  regarding  either  a  federa 
value-added  tax  or  a  retail  sales  tax  based  on  their  preference  for  some 
type  of  federal  consumpdtm  tax.  Those  not  favoring  a  federal  retail 
sales  tax  indicated  their  oHicems  about  a  federal  retail  sales  tax.  Thosi 
not  favoring  a  federal  value-added  tax  indicated  their  concerns  about  £ 
value-added  tax. 

(^uestkmnaire  responses  indicated  that  the  level  of  concern  for  many 
issues  varied  depending  on  whether  the  respondent  was  a  legislative  ot 
executive  branch  policymaker  and  whether  the  policymaker  opposed 
raising  taxes.  (Concerns  about  issues  also  varied  depending  on  the  pro- 
portitm  of  state  revenue  derived  from  retail  sales  tax  in  the  respondent 
state. 

Executive  brwch  policymakers  were  more  concerned  than  legislative 
branch  policymakers  about  the  regressivity  of  a  consumption  tax. 
Polic3miakers  opposed  to  raising  taxes  were  more  concerned  about  the 
impact  of  a  consumption  tax  on  inflation  or  that  the  tax  might  not  be 
us^  to  reduce  the  defleit.  Policymakers  from  states  with  a  relatively 
lower  retail  sales  tax  were  more  concerned  about  the  regressivity  of  a 
federal  consumption  tax. 
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A  higher  propcwtion  of  executive  branch  poUcymakers  than  legislative 
policymakers  indicated  concern  abtxit  the  regressivity  of  a  federal  sales 
or  value-ad(M  tax.  These  executive  brandi  ptriicymakers  indicated 
greater  omcem  about  the  regrestivity  of  both  a  federal  sales  and  a 
value-added  tax.  For  a  value-added  tax,  they  were  especially  concerned 
about  the  invisibility  of  the  tax,  its  potential  impact  on  inflmkm.  and  th 
administrmiive  costs  associated  with  enforcing  the  new  tax. 

As  shown  in  tables  III.1, 1II.2.  and  II1.3,  a  higher  pn^rtion  of  those 
opposed  to  raising  federal  taxes  indicated  great  concmrn  about  potential 
drawbacks  of  a  consumption  tax  than  those  not  opposed  to  raimng  fed¬ 
eral  taxes.  Most  noticeably,  a  higher  proportion  of  those  exposed  to  rais 
ing  federal  taxes  was  greatly  concerned  that 

•  federal  retail  sales  tax  or  value-added  tax  revenue  might  not  be  used  to 
reduce  the  defleit; 

•  a  federal  retail  sales  tax  or  value-added  tax  would  increase  inflation; 
and 

•  a  federal  valw^-added  tax  would  create  pressure  on  the  state  to  match 
its  tax  base  with  the  federal  tax  base. 

A  higher  proportion  of  those  who  did  not  oppose  raising  federal  taxes 
was  greatly  concerned  about  the  regressivity  of  a  federal  retail  sales 
tax. 

Levels  of  omcern  also  varied  depending  on  whether  the  respondent's 
state's  retail  sales  tax  revenue  as  a  percentage  of  total  state  revenue 
was  below  or  ^x>ve  the  average  level  for  all  states.  A  larger  proportion 
of  policymakers  responding  from  states  below  the  average  was  greatly 
concent  about  regressivity  and  inflation.  A  slightly  higher  proportion 
of  poUcymakers  from  states  with  sales  tax  revenue  exceeding  the  aver¬ 
age  was  greatly  concerned  about  the  impact  of  a  federal  consumption 
tax  on  their  state’s  ability  to  increase  its  sales  tax. 
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Appendix  IV _ _ _ _ 

Questioimaire  and  Responses  Fn^n  State 
Tax  Policymakers 


This  appendix  includes  the  questionnaire  and  responses  of  state  tax 
policymakers.  Responses  to  questions  3  through  9  and  1 1  through  18 
reflect  the  number  of  policymakers  from  states  with  and  without  a  state 
retail  sales  tax.  Responses  to  questions  10. 19,  and  20  could  not  be  cum- 
bined  for  policymakers  in  states  with  and  without  a  sales  tax  because 
the  questions  are  not  identical.  Responses  from  polic>’makers  in  states 
with  a  retail  sales  tax  are  shown  in  sequence.  Responses  from  policy¬ 
makers  in  states  without  a  sales  tax  are  on  the  last  page  of  this 
appendix. 
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Questionnaire  and  Responses  Frcsn  State 
Tax  Adininistrators 


This  appendix  includes  the  questionnaire  and  re^nses  of  state  tax 
administrators  from  states  with  a  retail  sales  tax.  Because  only  five 
states  do  imt  have  a  retail  sales  tax,  a  limited  number  of  responses  was 
received,  and  these  showed  no  patterns  sufficient  for  data  analysis. 
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